Introduction
Under current IFRS regulation, companies have to book certain transactions directly into equity instead of the income statement. These transactions are often referred to as 'dirty surplus (non-all-inclusive) components of income for the period'. They mainly represent fair value changes in balance sheet accounts, and therefore, are transitory in nature. The dirty surplus components of income for the period are better known as other comprehensive income (OCI) and include such items as foreign currency translation adjustments (IAS 21.39 [c]), unrealized gains (losses) on re-measuring available-for-sale (AfS) financial assets (IAS 39.55[b] ), effective portion of gains and losses on hedging instruments in a cash flow hedge (IAS 39.95 [a]), effective portion of gains or losses on hedging instruments of a net investment in a foreign operation (IAS 39.102), revaluation of property, plant and equipment (IAS 16.39) , revaluation of intangible assets (IAS 38.85), actuarial gains (losses) on defined benefit pension obligations (IAS 19.93B), and deferred tax effects on all items reported in OCI (IAS 12.61).
Other comprehensive income items are currently presented in the statement of changes in equity. However, the IASB is conducting a joint project with the FASB called "Financial Statement Presentation" which already resulted in a revised IAS 1 'Presentation of Financial Statements' and has altered the location of other comprehensive income presentation as follows: For annual periods from 2009 onwards, other comprehensive income should be presented as part of a new 'bottom line' within the income statement. Thus, the other comprehensive income items are added and subtracted, respectively, from net income. The resulting balance is labeled comprehensive income and represents an 'allinclusive number of income for the period'. Alternatively, the reconciliation from net income to comprehensive income can be presented in the notes.
From the point of view of economic research, the format of presentation of accounting information is irrelevant as long as the same items are included. However, empirical and experimental accounting research does show that presentation format might influence investors' decisions (e.g., Hirst and Hopkins, 1998; Maines and McDaniel, 2000) . Based on this evidence, the usefulness of presenting comprehensive income instead of net income as the bottom line of the income statement has been the research focus of many empirical studies, especially in the US territory (e.g., Dhaliwal, Subramanyan, and Trezevant, 1999) . In the US a similar change with regard to the presentation of (other) comprehensive was caused by the issuance of SFAS No. 130, Reporting Comprehensive Income, in 1997. These empirical research studies examine the claim that income measured on a comprehensive basis is a better measure of firm performance than other summary income measures (e.g., net income). The above claim is primarily investigated by testing whether comprehensive in-come or net income better summarizes firm performance as reflected in stock prices (so called association study). The evidence is mixed.
The current study wants to add empirical evidence to the usefulness of (other) comprehensive income disclosures by investigating a less researched field of study within the homogeneous institutional background of German IFRS firms: the predictive power of comprehensive income and its individual components, namely, net income and other comprehensive income. The predictive power of income numbers is an attribute of high relevance for analysts as it reduces their forecast risks. In addition, the IASB and FASB are prominently referring to the importance of financial statements to assist their users in predicting the entity's future cash flows and, in particular, their timing and certainty. Finally, the examination of predictive power provides direct evidence on the relation between accounting information and future firm operating performance.
Thus, at first, we evaluate the predictive power of the different income numbers with regard to future operating cash flows. Second, we evaluate the predictability of comprehensive income items for future net income and future comprehensive income. Over and above, we examine the predictive power of the different income numbers beyond one period. Finally, the results are segmented by time period in order to analyze the stability of predictive power over time. A sound analysis of various criteria of the different income numbers is necessary due to the lack of a conclusive theoretical standard of evaluation (Dechow and Schrand, 2004 ).
We hand-collected (other) comprehensive income data for all companies listed in the HDAX in the period of 1998 to 2007. A hand-collection was required due to the fact that common databases such as Worldscope and Hoppenstedt lack detail and quality with regard to (other) comprehensive income reporting. Since for some of the measures examined in this research it is necessary to use information of the previous or the following period, data of the years 1997 and 2008 is also included.
Our results indicate no superior predictive power of comprehensive income over net income for future firm operating performance. In addition, we fail to find significant incremental predictive power of aggregated or individual components of OCI for subsequent period's firm operating performance. The actuarial gains and losses on defined benefit pension obligations even seem to merely add noise for the prediction of subsequent period's net income and of subsequent period's comprehensive income, respectively. This might be driven by the fact that under current regulation future plan amendments and future years of service are not anticipated regardless of the probability of occurrence. In contrast, OCI components seem to have incremental predictive power beyond one period. In conclusion, the incremental predictive power of OCI components depends on the specific prediction period under examination.
Further, we find that the predictive power of net income and comprehensive income for future firm operating performance seems to have deteriorated as a consequence of the IASB's recent initiatives and actions. Structural breaks of the over time patterns indicate that the worsening of predictive power seems to be driven by main changes of the standards.
1. Background
Current reporting requirements.
Under current IFRS regulation, companies have to book certain transactions directly into equity. An overview of items leading to such a presentation within the financial statements is given in Table 1 below.
The first position that is of relevance for most companies with foreign operations is dealing with gains and losses arising from translating the financial statements of these operations. Translation differences arise if foreign subsidiaries use another functional currency than the functional currency of the group. In case of similar functional currencies, translation differences are booked into the income statement rather than directly into equity. The next position which can directly be booked into equity are gains and losses on the re-measuring of available-for-sale (AfS) securities. This category comprises all non-derivative financial instruments that are not classified as either held-to-maturity investments, loans and receivables or those securities noted as fair value through profit or loss (FVTPL).
The following two OCI items refer to derivative financial instruments. Out of the three categories of derivatives, which are fair value hedges, cash flow hedges and hedges in foreign currency exposures of net investment in foreign operations, the effective portions of gains and losses of the last two categories are booked directly into equity.
Following IAS 16.31-42 and IAS 38.75-87, companies are given the option to apply a revaluation model for subsequent measurement of property, plant and equipment and intangible assets, respectively. Within these revaluation models, those value increases above book value that do not equalize impairments of booked income statement in previous periods have to be booked directly into equity.
Next, actuarial gains and losses on defined benefit pension obligations are components of other comprehensive income. Since 2004 the IASB allows companies to book these actuarial gains and losses directly into equity for the period the specific gains and losses are incurred.
Finally, the deferred tax effects corresponding to the OCI items presented before have to be displayed in one aggregate position within equity. In the further course of this study the deferred tax effects will not be considered, as it is not possible to allocate them to the underlying transaction. In Phase B of the project, the standard setters currently propose a single statement of comprehensive income as the sole presentation format (DP Financial Statement Presentation 3.24-41). This step should enhance the decision usefulness of performance reporting. Again, this change in presentation should lead to an improvement of the predictive power of income numbers. Phase C shall align the interim financial statements to the proposed changes in performance reporting.
Literature review
Most academic studies dealing with (other) comprehensive income are investigating the relevance of comprehensive income compared to net income for the prediction of future stock prices. This aspect under examination is often referred to as "value relevance" and also represents an attribute of earnings quality (Dechow and Schrand, 2004 In summary, it becomes clear that the examination of predictive power needs further clarification. In particular, research on the predictive power of IFRS income numbers in a homogeneous institutional setting is necessary. To control for differences in institutional factors (e.g., regulatory requirements and the enforcement system) is important due to the fact that otherwise results might be biased by country-specific properties. Thus, the current study addresses the existing research gap by focusing on the homogeneous institutional background of German IFRS firms.
Hypotheses development

Conceptual framework.
Following an approach introduced by Libby (1981) a conceptual framework is used to transfer the assumed theoretical relationship into operational definitions. The results are pictured in Figure 1 .
According to the arguments of the standard setters (see above) and as represented by link 1 in Figure 1 , the increased prominence of (other) comprehensive income will improve the predictability of future firm operating performance. Due to the fact that the con-cept of future firm operating performance cannot be measured directly, an operational definition is derived to be the ability to predict future period's operating cash flows and earnings (e.g., net income and comprehensive income) as prominent variables of firm performance (expressed by link 2).
The theoretical claim about an increased prominence of (other) comprehensive income in reporting is transformed (via link 3) into an operational definition which assumes that financial statement users replace net income by (other) comprehensive income as the key earnings measure in their analyses. Now an empirical analysis can be performed in order to assess whether the independent variable comprehensive income and its separate OCI components can explain the dependent variables future period's operating cash flows and earnings (link 4). If this link between the two defined operational definitions is confirmed by empirical evidence, then inferences about the usefulness of the different income numbers for predicting future period's operating cash flows and earnings can be drawn. In other words, the relation between accounting information and future firm operating performance becomes directly observable.
Note that the predictability could also be analyzed by examining the forecast accuracy of analysts before and after the introduction of IAS 1.81 (rev. 2007). However, besides the fact that analysts are likely to use information from multiple sources, not enough data was available to conduct such a study, yet.
In addition to the assumed validity of links 2 and 3, other factors might also influence the dependent variables as defined in operational definition B. For this reason, moderating variables are considered. The moderating variables used in this study comprise dividends (DIV), a book-to-market ratio (BTM), a debt-to-equity ratio (D/E), and a dummy variable for comprehensive income > net income (CIN). Dividends are included as a control variable due to the prior empirical evidence that they contain information about expected earnings because firms target dividends to the permanent component of earnings (Miller and Modigliani, 1961) . Since the market value of a firm represents the current value of estimated future cash flows, we use a book-tomarket ratio to control for any variation in expected earnings missed by the dividend variable (Fama and French, 2000) . A debt-to-equity ratio is included to control for the financial leverage of the firm which might affect future operating performance through the level of cost of capital, investment restrictions caused by covenants, etc. (e.g., Dhaliwal, Subramanyam, and Trezevant, 1999). Finally, a dummy variable for comprehensive income > net income will control for manager's discretion to choose the timing of recognition of components of comprehensive income depending upon the underlying economic performance of the firm. According to Choi and Zang (2006) managers delay the recognition of unrecognized OCI losses until they become gains or until the amount of losses reduces in order to avoid the negative impact of the loss recognition on net income. This may result in higher predictability of positive OCI items for future earnings than negative OCI items. Hypotheses. In order to provide a starting point for an empirical analysis the relation among independent and dependent variables (described as link 4 in Figure 1 ) is concretized in hypotheses. Finally, we assume that the recent developments in the international accounting standards have led to changes in the usefulness of the different income numbers for predicting future period's operating cash flows and earnings. Therefore, the question remains whether the predictive power of income numbers has increased or decreased as a result of the IASB's initiatives and actions. As the IASB reduces the allowable alternative accounting methods and choices and provides a more consistent approach to accounting measurement for the goal of developing a single set of high quality international accounting standards, we predict that these changes in recent years have improved the predictive power of income numbers (Paananen and Lin, 2009 ). Thus, we formulate the following last hypothesis:
H7: The predictive power of income numbers has increased as a consequence of the IASB's initiatives and actions.
Having formulated the hypotheses to be tested in the empirical analysis, the following chapter will present the research design of this study.
Research design
Methodology.
In order to test the hypotheses defined in the previous section, regression analyses are performed. For testing hypotheses H1 the adjusted R 2 s of the following two cross-sectional models (Model 1 and Model 2) are compared:
Model 1 (M1):
Model 2 (M2):
where CFO t+1 is the operating cash flow in the period t+1, NI t is the current (period = t) net income as reported in the income statement and CI t represents current net income adjusted for the components referred to as current other comprehensive income and as reported in the statement of changes in equity. D Neg_NI and D Neg_CI are dummy variables taking the value "1" when NI t is negative or CI t is negative, respectively, and "0" otherwise. The use of the dummy variable and the multiplicative interaction term (e.g., Braumoeller, 2004) controls for the timelier recognition of losses in comparison to gains which is often referred to as conditional conservatism (Basu, 1997) . As a result, the accuracy of our estimation is improved. The moderating variables were described in section 3.1. All monetary variables are standardized with total assets at the beginning of the year to avoid that results are primarily driven by larger firms (biased by scale differences).
Due to the fact that the comparison of adjusted R 2 s of non-nested models is associated with several econometric problems (e.g., Greene, 2003 H2 is tested by regressing future period's net income against current period's net income plus moderating variables (Model 3) and against current period's comprehensive income plus moderating variables (Model 4), respectively. Again, the adjusted R 2 s of the models are compared and the difference in coefficients belonging to the different regressions investigated using the Vuong test. The following two cross-sectional models are estimated:
Model 3 (M3): 
Model 4 (M4):
Model 6 (M6):
where CI t+1 is the comprehensive income in the period t+1 while again NI t , CI t , D Neg_NI , D Neg_CI , and the moderating variables are defined as aforementioned. Likewise, all monetary variables are scaled by total assets as of the beginning of the year. By the same token, the adjusted R 2 s of the two models are compared and the difference investigated for significance using the Vuong test. For testing H4 through H6 the basic models presented above are extended and include net income, aggregated other comprehensive income and/or the individual other comprehensive components as the main independent variables. The dependent variables are again derived to be future operating cash flows, future net income and future comprehensive income, respectively. The estimated cross-sectional models are presented below (Model 7 through to Model 12):
Model 7 (M7): Neg_CI , and the moderating variables are defined as aforementioned. AFS t is the current unrealized gain or loss on re-measuring available-for-sale financial assets, FOREX t is the current foreign currency translation adjustment, HEDGE t is the current gain or loss on cash flow hedges or on hedging instruments of a net investment in a foreign operation, PENS t is the current actuarial gain or loss on defined benefit pension obligations, and REV t is the current unrealized gain or loss due to the revaluation of intangible assets and/or property, plant and equipment. In conformity with the models above, all monetary variables are scaled by beginning of the year total assets.
The resulting adjusted R 2 s from the regressions above are then compared to the adjusted R 2 of M1, M3, and M5, respectively. Again, differences in coefficients are tested for significance using Vuong's diagnostic statistic. This is done in order to test whether the dirty surplus components (individually or in the aggregate) have incremental value that increases the predictability of future firm operating performance.
Subsequently, in order to evaluate the appropriateness of current individual components of other comprehensive income more specifically, we examine all individual components on an item-by-item basis. This is done by adjusting net income individually for each component of other comprehensive income and then comparing the association between each of the resulting measures of adjusted income and future firm operating performance with the results of the basic models. The following crosssectional regression models are estimated (Model 13 through to Model 27): 
Model 17 (M17)/Model 22 (M22)/Model 27 (M27):
where CFO t+1 , NI t+1 , CI t+1 , and the moderating variables are defined as aforementioned. CI AFS-ADJ,t is the current net income adjusted for AFS t , CI FOREX-ADJ,t is the current net income adjusted for FOREX t , CI HEDGE-ADJ,t is the current net income adjusted for HEDGE t , CI PENS-ADJ,t is the current net income adjusted for PENS t , and CI REV-ADJ,t is the current net income adjusted for REV t . D Neg_CI-ADJ is a dummy variable taking the value "1" when CI t adjusted for the respective individual component is negative and "0" otherwise.
Differences in the adjusted R 2 s of M13-M27 are also tested for significance against M1, M3, and M5, respectively, using Vuong's diagnostic statistic.
Finally, the analyses of the incremental value of dirty surplus components for the prediction of future firm operating performance are expanded to include predictions of future operating cash flows, future net income and future comprehensive income beyond one period. More specifically, the cross-sectional regressions include lagged independent variables of the period t-1, t-2, t-3, and t-4. According to Bernard (1995 t is the rank of the residual dispersion measure for the whole time pattern (e.g., "1" for the smallest measure and "10" for the largest measure), and t is the sample year (t = 1…10 corresponds to years 1998…2007).
While M28 imposes a linear relation of the residual dispersion metric to time, M29 imposes no particular functional form. As we have no conceptual or other basis for favoring one functional form over another, the rank regression approach provides a reasonable compromise between power and the risk of imposing a misspecified functional form (Francis and Schipper, 1999, pp. 327-328). In fact, M29 greatly serves as a backup for the raw regression results of M28.
Sample.
The analyses use data from German companies belonging to the German major stock exchange index 'HDAX' as of August 16, 2009 . All accounting data had to be hand-collected due to the fact that common databases such as Worldscope and Hoppenstedt lack detail and quality with regard to (other) comprehensive income reporting. Only, the market value of common equity used to calculate the book-to-market ratio is obtained from Thomson Financial Analytics -Worldscope.
The HDAX index includes the largest (in terms of market capitalization) and most actively traded capital market-oriented German firms which are closely monitored by analysts and often serve as a benchmark for many smaller firms with regard to the application of IFRS accounting.
The focus on one capital market allows controlling for institutional factors such as regulatory and listing requirements or the enforcement system (Ernstberger, 2008, p. 14) . In addition, Germany is a country where a sufficient sample size for IFRS accounting data is available beginning from the late 1990s. Since 1998 many listed companies have exercised an option provided by law (KapitalaufnahmeerleichterungsgesetzCapital Raising Act) to prepare consolidated financial statements according to IFRS.
The initial sample consists of the 12-month period firm-year observations between 1998 and 2007 from all 110 companies which were listed in the major segments of the German Stock Exchange. In order to be able to include reporting periods which do not equal the calendar year, 'year' was defined as the year in which the fiscal period ends when the end of the fiscal period is between and including June 30 and December 31 and the previous year otherwise. All companies under examination had to apply full IFRS accounting in a period and not only provide reconciliations. In accordance with previous studies, we eliminate banks, insurance companies and other financial firms from the sample reducing our sample size to 98 companies. This is done due to the fact that the balance sheet structures of these firms are fundamentally different to those of non-financial firms and would not allow for comparison. Finally, we exclude all observations representing a short financial year.
The final sample consists of 96 companies or 463 firm-year observations. Unfortunately, some missing values of the market value of common equity further reduces our sample size for the regression analyses including moderating variables to 71 companies or 370 firm-year observations. We test for the robustness of results of the reduced sample by re-running all regressions without moderating variables in section 5.6. To reduce the bias created by outliers, the top and bottom 1% of the data is winsorized (Field, 2005) .
Empirical results
Descriptive statistics.
The descriptive statistics of the deflated variables used in the analyses are presented in Table 3 . As can be seen, the overview documents that the majority of companies have positive operating cash flows, a positive net income, and a positive comprehensive income. In contrast, other comprehensive income is mainly negative which causes comprehensive income to be lower than net income on average. This is also documented by a mean value of 0.42333 for the dummy variable CIN. Correspondingly to the results of Ernstberger (2008) and in contrast to prior studies, the mean and median of FOREX mostly have a negative sign and drive the results of other comprehensive income. This might be due to the fact that many German companies have subsidiaries in other countries and the Euro appreciated against other major currencies in the period examined.
The mean of AFS, HEDGE, PENS, and REV is positive while the median, respectively, is equal to "0". This is consistent with prior studies for IFRS OCI data (Ernstberger, 2008) as well as US OCI data (e.g., Kanagaretnam, Mathieu, and Shehata, 2009; Dhaliwal, Subramanyan, and Trezevant, 1999). Reasons for the positive mean values might be the increase in stock prices and for the median values of "0" that many companies do not report such items. s from estimating M1 through to M6 are presented in Table 4 , panel A to panel C. As can be seen in panel A of Table 4 , we find no superior predictive power of comprehensive income for future operating cash flows than net income. In fact, the adjusted R 2 of 0.1158 for M1 is higher than the adjusted R 2 of 0.1098 for M2. However, the Vuong test indicates that the difference in adjusted R 2 s is not significant at conventional levels. Nevertheless, H1 has to be rejected as a consequence of the results. Table 4 , panel B reports the results of the estimation of models that test the association of net income vs. comprehensive income with future net income. Again, the adjusted R 2 of 0.4550 for the net income model (M3) is higher than the adjusted R 2 of 0.4364 for the comprehensive income model (M4). This time Vuong's ( ) diagnostic statistic confirms that the difference is statistically significant at the 0.01 twotailed level. Therefore, H2 also has to be rejected. Table 4 , panel C shows the results of the examination of the association of net income vs. comprehensive income with future comprehensive income. In conformance with the results above, the adjusted R 2 of 0.4395 for the net income model (M5) is higher than the adjusted R 2 of 0.4238 for the comprehensive income model (M6). The -statistic indicates that the difference is significant at the 4% level. Thus, we find no superior predictive power of comprehensive income for future comprehensive income than net income. H3 also has to be rejected.
In line with prior studies, the adjusted R 2 s for the models using future operating cash flows as the independent variable are higher than for the models using net income or comprehensive income as the independent variable. These results indicate a better overall predictability of future net income and future comprehensive income in comparison to future operating cash flows. 
Regression results for extended models.
The results of estimating M7 through to M12 are reported in Table 5 , panel A to panel C. The adjusted R 2 s of these models are compared to the basic models (e.g., M1, M3, or M5) in order to test whether the OCI components (individually or in the aggregate) have incremental value that enhances the predictability of future firm operating performance. This examination marks a first step towards testing H4 through to H6.
The regression results in panel A of 0.1256 for M7 and of 0.1218 for M8 suggest that the inclusion of both aggregated and individual OCI components improve the predictability of future operating cash flows as these adjusted R Table 5 . As can be seen there, the adjusted R 2 s of 0.4402 for M11 and of 0.4651 for M12 are higher than the adjusted R 2 of 0.4395 for the basic model M5. However, the -statistics again present that the differences in adjusted R 2 s are not significant at conventional levels. Overall, the insignificant results support a rejection of H4 through to H6.
Next, to evaluate the appropriateness of current individual components of OCI more specifically M13 through to M27 are estimated. As described above, net income is adjusted individually for each OCI component and then tested for its association with future firm operating performance. The regression results are then compared to the basic models M1, M3, or M5 as reported in Table 6 (panel A to panel C).
Panel A of Table 6 presents the results for the association of net income adjusted for individual components of OCI with future operating cash flows. As can be seen, the adjusted R 2 s are lower for the AFS-, FOREX-, HEDGE-, and PENS-adjustment, respectively, and only higher for the REV-adjustment in comparison to M1. As indicated by the -statistics, none of the differences between the adjusted R 2 s of M13 through to M17 and M1 is significant at conventional levels. Thus, we find no evidence for the claim that each individual component of OCI has (significant) incremental predictive power for future operating cash flows (rejection of H4). Table 5 . Results from estimating M7 through to M12 The results of estimating M18 through to M22 are presented in panel B of Table 6 . These models test the association of net income adjusted for individual components of OCI with future net income. The adjusted R 2 s of the regression models are all lower than the adjusted R 2 of 0.4550 for the basic model M3. However, the Vuong tests show that all differences in adjusted R 2 s are not statistically significant except for the PENS-adjustment which is significant at the 0.01 two-tailed level. A reason for the "noise" added by the PENS-adjustment could be the following. The actuarial gains and losses on defined benefit pension obligations include the effects of some future events, while others are excluded. For example, mortality and salary progression are estimated, while future plan amendments and future years of service are not anticipated regardless of the probability of occurrence (Beaver, 1991) . Again, H5 has to be rejected as a consequence of the estimation results. Table 6 , panel C reports the regression results for the association of net income adjusted for individual components of OCI with comprehensive income (M23 through to M27). Similar to the results of panel B, the adjusted R 2 s of the regression models are all not significant at conventional levels except for the PENS-adjustment (M26) which is significant at the 4% level. Thus, the problem of excluding some future events from the estimation process of actuarial gains and losses on defined benefit pension obligations can also be confirmed for the comprehensive level of future income. In conclusion, H6 has to be rejected accordingly.
Finally, after showing that not any individual component of OCI has (significant) incremental predictive power for subsequent period's firm operating performance, we expand our analyses of M8, M10, and M12 to include lagged independent variables of the period t-1, t-2, t-3, and t-4. In other words, we specifically examine the predictive power of all OCI components beyond one period. After estimating the regression models a high number of coefficients are found to have no statistically significant impact on the regression. Hence, a step-wise elimination process is carried out where the variable with the highest -value is eliminated before the regression model is estimated again. In case of an increased explanatory power of the "new" model the left out variable remains eliminated and the procedure is continued with the next variable until all remaining variables of the equation have significant incremental explanatory power. We have not included a table picturing the elimination process performed due to space limitation. However, the "statistically optimized" (lagged) prediction models for future operating cash flows, future net income and future comprehensive income are presented in Table 7 .
As can be seen there, the adjusted R 2 s of the optimized prediction models (0.5488 for CFO t+1 , 0.7255 for NI t+1 , and 0.7343 for CI t+1 ) are higher than for M8, M10, or M12, respectively. In addition, the differences in adjusted R 2 s are significant at conventional levels ( -statistic at lower than the 0.01 two-tailed level). Thus, some individual OCI components seem to have incremental predictive power beyond net income when longer time periods are considered. In particular, we find predictive power beyond one period for HEDGE, PENS and REV with regard to future operating cash flows; for AFS, FOREX, HEDGE, PENS, and REV with regard to future net income; and for AFS, FOREX, HEDGE, and PENS with regard to future comprehensive income. This adds empirical evidence to the theoretical framework of Ohlson (1999) which concludes "that transitory earnings have no effect on next-period expected earnings if and only if they are 'passed on' as dividends". Vuong (1989) . The -statistic returns the value of Vuong's diagnostic statistic comparing the explanatory power of a model with the explanatory power of the basic model (e.g., M1, M3, or M5).
e -value indicates the one-tailed significance level of the t-statistic on the relevant variable, or respectively, the two-tailed significance level for the difference in the explanatory power of a model and the explanatory power of the basic model based on Vuong's likelihood ratio test.
In summary, the acceptance or rejection of H4 through to H6 depends on the specific prediction period under examination. While we fail to find significant incremental predictive power of OCI components for subsequent periods of firm operating performance, we are able to confirm the incremental predictive power of OCI components beyond one period. Table 8 The number of observations in the annual regressions ranges from 10 in 1998 to 71 in 2007. On average, the residual dispersion measure is lowest for predicting future net income, followed by future comprehensive income and future operating cash flows. Figure 2 displays the over time patterns of the residual dispersion measures of the relevant models. The graphs show a distinct increase for all models for the time period under examination. Thus, the predictive power of net income and comprehensive for future firm operating performance seems to have deteriorated as a consequence of the IASB's recent initiatives and actions (rejection of H7). The residual dispersion measure ( 2 ) is defined as:
Time-series regressions.
, where i is the error term of the regression for each observation, n is the number of observations of the year and k is the number of independent variables including the intercept term.
d The row labeled average reports the mean of the year residual dispersion estimates.
Fig. 2. Residual dispersion measure over time
We test the significance of these patterns over time by estimating raw and rank regressions as defined in M28 and M29 above. Turning to the results of the regressions (Table 9) , we see that the time coefficient 1 is always positive at conventional levels. Thus, we find a significant increase in the residual dispersions measure over time. This trend is also confirmed by the results of the rank regressions. The estimated magnitude of the decline of predictive power of net income and comprehensive income for future firm operating performance (as indicated by the raw regression results) lies in between 18.18% and 21.88% per year with respect to the average. Please note that we have tested the sample for heteroscedasticity using White's (1980) test and for autocorrelation using the Durbin-Watson (1950 /1951 ) test as well as the Breusch-Godfrey LM (1978) test. The null hypotheses of "heteroscedasticity not present" and "no autocorrelation", respectively, could not be rejected at conventional levels. Furthermore, we have re-run all regression models by the application of robust standard errors (White, 1980) in order to control for heteroscedasticity within our sample. Again, this proceeding resulted in similar qualitative results.
Conclusion
The current study examines the predictive power of comprehensive income and its individual components within the homogenous institutional setting of German IFRS firms. Specifically, this study wants to add empirical evidence to the usefulness of (other) comprehensive income disclosures in comparison to net income as the hitherto existing bottom-line of the income statement. Such an examination is of relevance as the IASB is currently conducting a joint regulation project together with the FASB in order to enhance the presentation of financial statements. One of the main proposals of this project is to present a single statement of comprehensive income instead of allowing to report by means of the traditional income statement and a reconciliation of net income to comprehensive income within the notes. We aim to analyze whether such a change in the presentation of the income numbers has the ability to improve investor's predictions (based on accounting information) of future firm operating performance as represented by future operating cash flows, future net income and future comprehensive income. This study's major findings are as follows. We find no evidence that comprehensive income has a superior predictive power for future firm operating performance than net income. Further, we fail to find significant incremental predictive power of aggregated or individual components of OCI for subsequent period's firm operating performance. The actuarial gains and losses on defined benefit pension obligations even seem to merely add noise for the prediction of subsequent period's net income and of subsequent period's comprehensive income, respectively. A possible reason is found to be that for the actuarial gains and losses on defined benefit pension obligations mortality and salary progression are estimated, while future plan amendments and future years of service are not anticipated regardless of the probability of occurrence. In contrast to these findings, we are able to confirm the incremental predictive power of OCI components beyond one period. In summary, the incremental predictive power of OCI components seems to be dependent on the specific prediction period under examination. Finally, our analyses show that the predictive power of net income and comprehensive income for future firm operating performance seems to have deteriorated as (Paananen and Lin, 2009 ). Thus, the worsening of predictive power seems to be driven by main changes of the standards.
The results of this study are subject to limitations. Firstly, the study is conducted for German companies only, and therefore, may not be representative for other countries. Secondly, the sample of IFRS companies belonging to the German major stock exchange index 'HDAX' as of August 16, 2009 is relatively small which might influence the inferences. Thirdly, our analyses should be taken with care as 'real-world' investors might consider additional sources beyond accounting information to predict future firm operating performance. Finally, we are not able to draw any conclusions whether it matters if the OCI components are included in comprehensive income or disclosed elsewhere in the financial statements (e.g., as a direct adjustment to equity). All these aspects call for future research on this field of study.
